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July 1, 2025

Will Seuffert

Minnesota Public Utilities Commission
121 7th Place East, Suite 350

St. Paul, Minnesota 55101-2147

RE: Comments of the Minnesota Department of Commerce
Docket No. G0O11/D-25-249

Dear Mr. Seuffert:

Attached are the comments of the Minnesota Department of Commerce (the Department) in the
following matter:

Minnesota Energy Resources Corporation Annual Review of Depreciation
Rates for 2025.

The Petition was filed by Minnesota Energy Resources Corporation on June 2, 2025.

The Department recommends approval and is available to answer any questions the Minnesota Public
Utilities Commission (Commission) may have.

Sincerely,

/s/ Dr. Sydnie Lieb

Assistant Commissioner of Regulatory Analysis
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Before the Minnesota Public Utilities Commission

PUBLIC Comments of the Minnesota Department of Commerce

Docket No. G011/D-25-249

. INTRODUCTION

On June 2, 2025, Minnesota Energy Resources Corporation (MERC or the Company) filed a petition
(Petition) with the Minnesota Public Utilities Commission (Commission) requesting approval of its
proposed depreciation rates effective January 1, 2025. MERC's Petition is an annual update to its most
recent comprehensive five-year depreciation study, filed in Docket No. G011/D-22-261 (the 2022
Depreciation Docket) and most recent annual depreciation study filed in Docket No. G011/D-24-209
(the 2024 Depreciation Docket).

As indicated in Attachment 1 to MERC's Petition, applying the proposed depreciation rates to the plant
and reserve balances as of December 31, 2024, would result in an estimated 2025 annual depreciation
expense of $21,274,602- an increase of $183,512, or 0.87 percent, compared to the expense under
current depreciation rates.! The proposed depreciation parameters would yield a total utility
depreciation accrual rate of 2.50 percent, which is nearly equal to the currently approved depreciation
parameters (2.48 percent).?

The Department examined MERC’s Petition for compliance with filing requirements and previous
Commission Orders, as well as for the reasonableness of the proposed remaining lives, salvage rates,
and depreciation rates, and provides its analysis of MERC'’s Petition below.

1. PROCEDURAL BACKGROUND

June 2, 2025 Minnesota Energy Resources Corporation filed Petition for approval of
their 2025 Annual Depreciation Rates.

1l. DEPARTMENT ANALYSIS
A. COMPLIANCE WITH MINNESOTA RULES AND PRIOR COMMISSION ORDERS

A.1.  Compliance with Minnesota Rules

Minnesota Rules, parts 7825.0500-7825.0900 require public utilities to seek Commission certification
of their depreciation rates and methods. Utilities must use straight-line depreciation unless the utility
can justify a different method as reasonable and proper. Additionally, utilities must review their

depreciation rates annually to determine if they are generally appropriate and must file depreciation

1 petition, Attachment 1.
2 |bid.
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studies at least once every five years. Once certified by order, depreciation rates remain in effect until
the next certification.

MERC employs a straight-line depreciation method and files annual depreciation studies with the
Commission, and thus complies with those requirements. Additionally, MERC has used the
depreciation rates from the 2024 Depreciation Docket to calculate 2024 depreciation expense.

The Department reviewed MERC’s compliance with Minnesota Rules and concludes that MERC has
reasonably complied with Minnesota Rules, parts 7825.0500-7825.0900.

A.2.  Compliance with Prior Commission Order in Docket No. G011/D-19-377

The Commission’s January 8, 2020, Order (January Order) in Docket No. G011/D-19-377 (the 2019
Depreciation Docket) required MERC to depreciate its Rosemount, Rochester, Cloquet, and Albert Lea
Service Centers individually within Account 390, Structures and Improvements, and depreciate the
other 18 buildings in account 390 as members of the minor buildings subaccount. The Department
reviewed MERC’s Petition and concludes the Company complied with this requirement.

In addition, the Commission’s January Order required the Company, in future depreciation filings, to
identify new or existing buildings that exceed a threshold total book value so those buildings can be
considered for individual depreciation, rather than being included in the Minor buildings group
subaccount of Plant Account 390. In its Petition, the Company stated it did not identify any buildings
that meet this requirement.3 Therefore, the Department concludes the Company complied with this
requirement.

B. REASONABLENESS OF PROPOSED AVERAGE SERVICE LIVES, SALVAGE
RATES, REMAINING LIVES, AND IMPACT ON RESULTING DEPRECIATION
RATES

The average service lives and salvage rates proposed in the Petition are unchanged from those
approved in the 2019 Depreciation Docket, MERC’s most recent comprehensive depreciation study.
The Department concludes those depreciation parameters continue to be reasonable.

Generally, a plant account’s remaining life is a function of its average service life, assumed survivor
curve, and the age of property in the account, which is tracked by vintage. Thus, even when an
account’s assumed average service life does not change, plant additions can lengthen the account’s
remaining life, as the new property will be expected to survive longer than older property in the
account. Similarly, retirements of older property in an account can also lengthen the account’s
remaining life, as the weighted average age of the property in the account would decrease. Barring any
changes in the age makeup of property in an account, its remaining life would be expected to decrease
by approximately one year from one depreciation study to the next if the account’s average service life

3 Petition at 6.
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does not change.* In its Petition, MERC proposed updated remaining lives that reflect the passage of
time as well as plant activity (additions, retirements, transfers, etc.) in its accounts. As a result, MERC’s
proposed depreciation rates have changed slightly. MERC's present and proposed accrual rates and
depreciation expense is summarized in the following table:®

Accrual Rate 2025 Annualized Accrual
Function Proposed | Present | Difference Proposed Present Difference
Transmission 2.11% | 2.12% -0.01% S 178,012 | § 178,507 | S (495)
Distribution 2.43% | 2.40% 0.03% S 19,594,365 | S 19,395,331 | S 199,034
General 4.33% | 4.37% -0.04% S 1,502,225 | S 1,517,252 | S (15,027)
Total Utility 2.50% | 2.48% 0.02% S 21,274,602 | § 21,091,090 | S 183,512

The Department reviewed MERC’s proposed remaining lives and concludes for all property accounts
that they are reasonable. The Department also concludes MERC’s proposed depreciation accrual rates,
which are in part a function of the accounts’ remaining lives, are also reasonable.

V. DEPARTMENT RECOMMENDATIONS

The Department recommends the Commission:

e approve the depreciation parameters and rates proposed in MERC’s
Petition, effective January 1, 2025;

e require MERCto file its next annual depreciation study by June 1, 2026;
and

e require MERC to file its next five-year depreciation study by June 1,
2027.

The Department emphasizes that the Commission’s determination in depreciation proceedings are for
accounting purposes only and are not a determination for purposes of rates.

4 Due to the probabilistic nature of the remaining life calculation, the remaining life of an account that has had no additions,
retirements, transfers, etc., would be expected to decline by less than one year.
5 Petition Attachment 1.
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Dear Mr. Seuffert:

Attached are the comments of the Minnesota Department of Commerce (the Department) in the following matter:

Minnesota Energy Resources Corporation Annual Review of Depreciation Rates for 2025.

The Petition was filed by Minnesota Energy Resources Corporation on June 2, 2025.



The Department recommends approval and is available to answer any questions the Minnesota Public Utilities Commission (Commission) may have.





Sincerely,





/s/ Dr. Sydnie Lieb

Assistant Commissioner of Regulatory Analysis
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[bookmark: _Toc174055957]INTRODUCTION 



On June 2, 2025, Minnesota Energy Resources Corporation (MERC or the Company) filed a petition (Petition) with the Minnesota Public Utilities Commission (Commission) requesting approval of its proposed depreciation rates effective January 1, 2025. MERC’s Petition is an annual update to its most recent comprehensive five-year depreciation study, filed in Docket No. G011/D-22-261 (the 2022 Depreciation Docket) and most recent annual depreciation study filed in Docket No. G011/D-24-209 (the 2024 Depreciation Docket). 



As indicated in Attachment 1 to MERC’s Petition, applying the proposed depreciation rates to the plant and reserve balances as of December 31, 2024, would result in an estimated 2025 annual depreciation expense of $21,274,602- an increase of $183,512, or 0.87 percent, compared to the expense under current depreciation rates.[footnoteRef:2] The proposed depreciation parameters would yield a total utility depreciation accrual rate of 2.50 percent, which is nearly equal to the currently approved depreciation parameters (2.48 percent).[footnoteRef:3]  [2:  Petition, Attachment 1.]  [3:  Ibid.] 




The Department examined MERC’s Petition for compliance with filing requirements and previous Commission Orders, as well as for the reasonableness of the proposed remaining lives, salvage rates, and depreciation rates, and provides its analysis of MERC’s Petition below.

[bookmark: _Toc174055958]PROCEDURAL BACKGROUND 

June 2, 2025	Minnesota Energy Resources Corporation filed Petition for approval of their 2025 Annual Depreciation Rates.

DEPARTMENT ANALYSIS 

compliance with minnesota rules and prior commission orders

Compliance with Minnesota Rules



Minnesota Rules, parts 7825.0500-7825.0900 require public utilities to seek Commission certification of their depreciation rates and methods. Utilities must use straight-line depreciation unless the utility can justify a different method as reasonable and proper. Additionally, utilities must review their depreciation rates annually to determine if they are generally appropriate and must file depreciation studies at least once every five years. Once certified by order, depreciation rates remain in effect until the next certification.



MERC employs a straight-line depreciation method and files annual depreciation studies with the Commission, and thus complies with those requirements. Additionally, MERC has used the depreciation rates from the 2024 Depreciation Docket to calculate 2024 depreciation expense.



The Department reviewed MERC’s compliance with Minnesota Rules and concludes that MERC has reasonably complied with Minnesota Rules, parts 7825.0500-7825.0900.



Compliance with Prior Commission Order in Docket No. G011/D-19-377



The Commission’s January 8, 2020, Order (January Order) in Docket No. G011/D-19-377 (the 2019 Depreciation Docket) required MERC to depreciate its Rosemount, Rochester, Cloquet, and Albert Lea Service Centers individually within Account 390, Structures and Improvements, and depreciate the other 18 buildings in account 390 as members of the minor buildings subaccount. The Department reviewed MERC’s Petition and concludes the Company complied with this requirement.



In addition, the Commission’s January Order required the Company, in future depreciation filings, to identify new or existing buildings that exceed a threshold total book value so those buildings can be considered for individual depreciation, rather than being included in the Minor buildings group subaccount of Plant Account 390. In its Petition, the Company stated it did not identify any buildings that meet this requirement.[footnoteRef:4] Therefore, the Department concludes the Company complied with this requirement. [4:  Petition at 6.] 


reasonableness OF PROPOSED AVERAGE SERVICE LIVES, SALVAGE RATES, REMAINING LIVES, AND IMPACT ON RESULTING DEPRECIATION RATES

The average service lives and salvage rates proposed in the Petition are unchanged from those approved in the 2019 Depreciation Docket, MERC’s most recent comprehensive depreciation study. The Department concludes those depreciation parameters continue to be reasonable.



Generally, a plant account’s remaining life is a function of its average service life, assumed survivor curve, and the age of property in the account, which is tracked by vintage. Thus, even when an account’s assumed average service life does not change, plant additions can lengthen the account’s remaining life, as the new property will be expected to survive longer than older property in the account. Similarly, retirements of older property in an account can also lengthen the account’s remaining life, as the weighted average age of the property in the account would decrease. Barring any changes in the age makeup of property in an account, its remaining life would be expected to decrease by approximately one year from one depreciation study to the next if the account’s average service life does not change.[footnoteRef:5]  In its Petition, MERC proposed updated remaining lives that reflect the passage of time as well as plant activity (additions, retirements, transfers, etc.) in its accounts. As a result, MERC’s proposed depreciation rates have changed slightly. MERC’s present and proposed accrual rates and depreciation expense is summarized in the following table:[footnoteRef:6] [5:  Due to the probabilistic nature of the remaining life calculation, the remaining life of an account that has had no additions, retirements, transfers, etc., would be expected to decline by less than one year.]  [6:  Petition Attachment 1.] 




		 

		Accrual Rate

		 

		2025 Annualized Accrual



		Function

		Proposed

		Present

		Difference

		 

		Proposed

		Present

		Difference



		Transmission

		2.11%

		2.12%

		-0.01%

		 

		 $              178,012 

		 $            178,507 

		 $                (495)



		Distribution

		2.43%

		2.40%

		0.03%

		 

		 $        19,594,365 

		 $      19,395,331 

		 $          199,034 



		General

		4.33%

		4.37%

		-0.04%

		 

		 $          1,502,225 

		 $        1,517,252 

		 $          (15,027)



		Total Utility

		2.50%

		2.48%

		0.02%

		 

		 $        21,274,602 

		 $      21,091,090 

		 $          183,512 







The Department reviewed MERC’s proposed remaining lives and concludes for all property accounts that they are reasonable. The Department also concludes MERC’s proposed depreciation accrual rates, which are in part a function of the accounts’ remaining lives, are also reasonable.

[bookmark: _Toc174055969]DEPARTMENT RECOMMENDATIONS

The Department recommends the Commission:



approve the depreciation parameters and rates proposed in MERC’s Petition, effective January 1, 2025;

require MERC to file its next annual depreciation study by June 1, 2026; and

require MERC to file its next five-year depreciation study by June 1, 2027.

The Department emphasizes that the Commission’s determination in depreciation proceedings are for accounting purposes only and are not a determination for purposes of rates.

2

image1.png

m COMMERCE
DEPARTMENT






